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INDUSTRY AND TRADE ADMINISTRATION 





The Irish economy turned in a very creditable performance in 1977. 

The real GNP growth rate of over five percent exceeded that of any other 
member of the European Economic Community (EC) and expectations for 

1978 are high. Leading factors in this resurgence include strong 
increases in investment, exports and consumer demand. Inflation, though 
still a problem, fell significantly with the consumer price index up 
only eight percent in the first quarter of 1978 compared to the same 
period in 1977. The balance of payments has also evolved favorably, 
with a current account deficit of about £120 million, somewhat below 
that for 1976. Reserves stood at a healthy 41.2 billion at year's end. 
The chronically high unemployment rate, however, continues to exceed 
nine percent, the highest in the EC. 


The government is attempting to provide a short-term impetus for growth 
and job creation through an expansionary fiscal policy and to encourage 
private investment through a variety of incentives. The plan features 

very ambitious goals: a real growth rate of seven percent annually for 

1978-80; reduction of inflation to seven percent this year and to five 

percent by 1980; and job creation on an unprecedented scale -- 25,000 


net new jobs annually during 1978-80. A number of key factors essential 
to the government's program but outside its control will greatly 
influence the degree to which objectives can be achieved in the medium 
term: i.e., the willingness and ability of business to act on the basis 
of the incentives provided; the acceptance of moderate income increases 
over several years by labor; and, perhaps most important of all, the 
economic progress of Ireland's EC partners. 


The Lynch government has emphasized the key role of foreign investment 

in its plans to create jobs and modernize the economy. Irish support 

for foreign investment has been consistently strong over the last two 
decades, and a wide range of investment incentives are offered to attract 
foreign technology. There has been some concern over the impact of 
recent labor disruptions on foreign investment and on the government's 
economic plan in general, and a labor commission will be making 

proposals on possibie improvements in the nation's industrial relations 
framework. 


Commercial prospects for U.S. firms are bright. U.S. products accounted for 
nine percent of total Irish imports in 1977 and reached $274 million, up 
38 percent from 1976. Continued emphasis on rapid industrial develop- 
ment should mean increasing imports of capital goods, and rising 
disposable income suggests greater demand for consumer goods. Major 
infrastructure projects such as electric power and telecommunications 
development, and heightened interest in mineral resources and tourism 
should also provide opportunities for US suppliers. 





IRELAND: KEY ECONOMIC INDICATORS 


All values in pounds sterling and represent 
period averages unless otherwise indicated 


Exchange Rate:51l = $1.83 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 
GNP at Constant (1970) Prices 
Per Capita GNP Current Prices 
Plant & Equipment Investment (1970) 
Indices: 

Industrial Production (1953=100) 
Avg. Labor Productivity (1970=100) 
Avg. Industrial Wage (1970=100) 
Labor Force (000) 
Avg. Unemployment Rate (%) 


MONEY AND PRICES 


Money Supply (M1) 594m 698m 829m 

Total Government Debt Outstanding 2744m 3612m 4210m 
Interest Rates (Central Bank) 10 (Dec) 14.25 (Dec) 6.75 (Dec) 
Associated Banks O/D 11.25 (Dec) 13.25 (Dec) 7.5 (Dec) 
Wholesale Price (1953=100) 318.6 380.5 443.5 
Retail Sales (1975=100) 100 120 143 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves 676m 956m 1,201m 
External Government Debt 566m 1,040m 1,029m 
Current Account (-) 18m 150m 120m 
Balance of Trade (-) 257m 478m 567m 
Exports 1,447m 1,858m 2,517m 
U.S.Share % Gs3 6.9 6.2 
Imports 1,704m 2,336m 3,084in 
U.S.Share % A 8.3 8.8 


Main imports fromU.S.in 1977 (customs statistics): non-electric machinery (586m) ; 
electric machinery and goods (429m); oilseed cake, meal and residues (520.5m); 
unmilled corn (618m); chemical elements and compounds (415m); textile yarn, 
fabrics (411.7m). 





CURRENT ECONOMIC TRENDS IN IRELAND 


A) Ireland Experiences Significant Economic Improvement in 1977, But 
Unemployment Remains High 


Real GNP growth was estimated at slightly over 5 percent for 1977, the 
highest in the European Economic Community (EC). Leading factors in 
this better than anticipated performance were increased investment 
(capital formation in machinery and equipment rose about 15 percent) 
and a large volume rise in industrial exports (18 percent). Consumer 
demand improved by 4.9 percent during the year and also made a 
significant contribution to the growth rate. Industrial output climbed 
eight percent, and industry now provides about 35 percent of GNP and 
employs about 27 percent of the workforce. Inflation continued in 
double figures but fell dramatically during 1977; the average consumer 
price index (CPI) rose by 13.6 percent compared to 18 percent for 1976 
and 21 percent for 1975. Moreover, the CPI average for the first 
quarter of 1978 exceeded that for the comparable period in 1977 by only 
8.2 percent. The non-agricultural wage bill rose by an estimated 19 
percent during 1977, while agricultural incomes rose by about one-third. 


The balance of payments evolved much more favorably than expected during 
1977 with a current account deficit of about 6120 million, about 20 
percent below the 1976 figure. Both exports and imports of goods and 
services rose rapidly in volume terms in 1977, the former by 12.5 
percent, the latter by 12.8 percent. Net invisible receipts grew 25 
percent to an estimated 6440 million. Tourist receipts increased by 27 
percent in gross terms to £230 million (revenue fromU.S,sources reached 
649 million). Transfers from the EC appear to have amounted to over 
200 million. Foreign exchange reserves increased during 1977 to 1.2 
billion, 25 percent above year-end 1976. On December 31 external 
government debt outstanding stood at 61.03 billion, slightly below that 
for December 31, 1976. 


Despite these favorable developments in the Irish economy, unemployment 
remains painfully high, with little prospect for solution in the short- 
run. Official figures reflect an unemployment rate of about 9.5 percent 
in early 1978, the highest in the EC, and government officials concede 
that this figure may understate the real rate by two percent. The problem 
is partially cyclical resulting from the impact of the world recession, 
but much of it is structural with its solution integrally tied to economic 
modernization. Particularly distressing to the government is the high 
unemployment rate among young people. A high birth rate implies that 
pressure for jobs will continue well into the future even with a success- 
ful job creation program. There are some indications that net emigration, 
which had stopped earlier this decade, is once again on the rise. 





B) White Paper and Budget Provide Outline of Government Economic Plan 


In January the Irish Government released a White Paper on economic and 
social development for the rest of the decade. It is less a specific 
action plan than an attempt to identify economic objectives and provide 
general guidelines for their achievement. In February the Lynch 
government's first budget since last summer's elections fleshed out to 
a degree the bare bones of the White Paper. Further clarification of 
government proposals will be contained in a Green Paper setting forth 
policy issues for examination and discussion before mid-year, and a 
national plan is scheduled for publication before the end of 1978. The 
plan, as thus far revealed, features very ambitious goals: a real 
growth rate of seven percent annually for 1978-80; reduction of 
inflation to seven percent this year and to five percent by 1980; annual 
volume increases of 12 percent in total investment and exports of goods 
and services during 1978-80; an average six percent per year growth in 
private consumption and a more moderate three percent in the public 
sector. Control of inflation is regarded as essential during this 
period to maintain price competitiveness, especially in export markets. 
The primary objective of the government is to increase employment on an 
unprecedented scale -- an estimated net increase of 25,000 new jobs 
annually during those three years. If accomplished, the government 
estimates that it would reduce the "live register" (a very rough gauge 
of unemployment using social insurance recipients) to about 54,000 

by 1980, compared to 107,000 in late April 1978; or, using a different 
approach, bring the real unemployment rate down to six percent of the 
labor force. 


The government's underlying strategy is to provide a short-term impetus 
for growth and job creation through a strongly stimulative fiscal policy 
while encouraging private investment through a variety of incentives. A 
heavy reliance for medium and longer-run economic expansion and develop- 
ment is being placed on the private sector. A principal feature of the 
1978 budget, the first installment of the government's economic plan, is 
an 4821 million borrowing requirement, an increase of 50 percent from 
1977 and a full 13 percent of GNP. The government acknowledges that 

this deficit level can not be sustained and has promised a staged reduct- 
ion to eight percent by 1980. 


A variety of budget measures aim at strengthening private demand. 
Prominent among them are increases in personal income tax allowances, 
the abolition of local property taxes on domestic dwellings and of certain 
taxes on motor vehicles. At the same time the government has attempted 
to prevent overstimulation and preserve price competitiveness by 
fostering a modest national wage agreement, an effort which has met with 
less than complete success. The government has emphasized the key role 
of business in creating new jobs and the necessity of profit margins 
sufficient to promote investment. Among incentives to private sector 
investment and expansion are: the reduction of corporate tax to 25 
percent for manufacturing firms increasing employment by three percent; 





liberalized depreciation, and tax breaks and other financial aids for small 
companies. Modification of capital gains taxation is designed to benefit 
long-term investors and the wealth tax abolished as a disincentive to 
investment. As an aid to certain labor intensive industries (e.g., 
clothing, footwear and some textiles) a temporary bounty of five pounds per 
week per employee will be paid. A “Guaranteed Irish" campaign (formerly 
"Buy Irish") will attempt over a three-year period to switch three percent 
of spending on imports to domestically produced goods in order to assist 
Irish business, creating in the process an estimated 10,000 extra jobs and 
improving the balance of payments. 


C) Prospects for the Irish Economy 


Short-term prospects for the economy seem bright. Reasonable expectations 
for 1978 would be for real GNP growth in excess of six percent. Inflation 
appears likely to decline to about seven/eight percent; and continuing 
strength in the export sector and in the level of foreign exchange 
reserves seems to preclude the imposition of any restraints in the short 
run due to the balance of payments. 


Medium-term prospects are more difficult to predict. The government's 
basic goals are largely accepted in Ireland as non-controversial -- the 
achievement of a stable, high growth path; decreasing inflation; and a 
very significant reduction of unemployment. Somewhat less unanimous but still 
very wide support exists for reducing the government's direct role in 

the economy in the medium and long-run. (Public expenditure in its 
widest sense, including by local authorities, exceeded 50 percent of GNP 
in 1977). Some criticism has focused on the methods which the government 
has chosen and the achievability of its goals. The budget deficit, in 
particular, has been criticized as excessively high and overly expansion- 
ary given the relatively solid growth performance of 1977 and favorable 
pre-budget prospects for 1978. Government officials do not believe that 
the budget risks significant inflation or balance of payment provisions 
and maintain that such a boost to the economy is necessary to generate 
new jobs as quickly as possible. The government acknowledges that this 
year's level of borrowing is unsustainable and intends to reduce it as 

a percent of GNP in 1979 and 1980. Several factors essential to the 
medium-term success of the program remain to one degree or another out- 
side the government's control: i.e., the willingness and ability of 
business to act on the incentives provided; the acceptance of moderate 
income increases over several years by labor (see section II B); the 
stability of the British pound, to which the Irish pound is linked; and, 
of fundamental importance to a country which counts on exports for 50 
percent of GNP, the economic progress of Ireland's EC partners in the 
months and years ahead. A negative outcome on any of these basic 
elements would make the achievement of the government's highly ambitious 
goals for 1978-80 very difficult. 





II. IMPLICATIONS FOR THE UNITED STATES 


A) Sales Opportunities forU.S Suppliers are Good and Growing 


During 1977 total trade between Ireland and the United States grew by 
31 percent to 6430 million. J,.S, products accounted for nine percent 

of total Irish imports for that period, reaching 4274 million -- up 

38 percent from 1976. Major imports from they,S,include non-electric 
machinery; electric machinery and goods; oilseed cake, meal and 
residues; unmilled grain; chemical elements and compounds; textile 
yarn and fabrics. Irish exports to theJ,S,in 1977 reached £156 million 
(up 22 percent) and consisted mostly of manufactured goods, including 
non-electric machinery, chemical elements and compounds, glassware, 
cable, transistors and photocells. Procurement of Irish beef for U.S, 
Forces in Europe, which is not included in the trade statistics above, 
reached about £12 million in 1977, the largest Irish beef sales out- 
side the Common Market. 


The presence of U.S.banking establishments in Ireland and the avail- 
ability of Export-Import Bank financing facilitates market penetration 
byU.§ suppliers. Although the government's "Guaranteed Irish" campaign 
may work slightly in the short run against]J,S,commercial interests, a 
continuance of current economic trends should create many new sales 
opportunities in a broad range of areas. In addition, largely due to 
membership in the EC, traditional trade patterns once dominated by the 
United Kingdom are breaking down, and there is a growing awareness of 
and sensitivity to product price and quality. 


An ambitious industrial development plan implies increasing imports 

of capital goods, and the government's program to revive the construct- 
ion sector should stimulate demand for related equipment. Increasing 
disposable income suggests a greater demand for consumer goods, and 
recent market response toU.S,imports of this kind has been positive. 
Large projects which might interestU.S.suppliers include: a new coal- 
fired power plant for the Shannon River side and a possible nuclear 
plant; a major revamping of the national telephone system; the expansion 
of the government radio/tv operation; and improvement programs in 

major ports. In the agricultural sector demand forU.S.feedstuffs is 
expected to remain strong, and increasing mechanization offers 
opportunities to provide farm equipment. Increased offshore hydrocarbon 
exploration (16 to 18 wells will be drilled in 1978) provides service 
and support opportunities, and other possibilities exist in mineral 
exploration and development. A government promoted growth of the tourist 
sector should contribute to growing demand for related supplies and 
services. 


B) Investment Climate: Government Positive, but Labor Disruptions 
Cause Concern 


In the period 1960-1977 over 200 manufacturing projects sponsored by 
firms began production in Ireland, with related investment in fixed 
assets of about $500 million (45 percent of the total from all foreign 
nations). According tol7.S,Department of Commerce figures totalU.S. 





investment in Ireland at year end 1976 reached almost $900 million. 
U.S.ainvestors are prominent in areas as diverse as banking, automobile 
production, electronics and hydrocarbon exploration and development. 
A key attraction to many y,sfirms is entry for their products to the 
Common Market -- an access which they might not enjoy without 
production facilities located in Europe. The availability of a 
reasonably well-educated, English-speaking workforce, moderate wage 
costs and government sponsored financial incentives also serve as 
important attractions. 


The Lynch government has emphasized the key role of foreign invest- 
ment in its plans to create jobs and modernize the economy. Irish 
support for foreign investment has been consistently strong, on a 
non-partisan basis, over the last two decades and over that time a 
wide range of investment incentives have been established to attract 
foreign technology and managerial expertise. The Industrial Develop- 
ment Authority, an autonomous state body, administers financial 
incentives available to industry and provides facilitative assistance 
in other areas. The primary objective is to attract manufacturing and 
service industries which are export oriented with high value-added 
content and good long-term growth prospects. Industries creating work 
for existing firms or contributing to the development of satellite 
industries are preferred. 


A particularly important aspect of the incentive program is the tax 
free status of export profits. There have been indications that 
Ireland's EC partners may prevail upon Dublin to phase out this direct 
export subsidy before its scheduled termination in 1990. In addition, 
legislation proposed by the U.SAdministration to phase out tax 
deferrals on unrepatriated overseas profits, if passed, might have 
unfavorable repercussions on investment by U.S.firms. Irish officials 
indicate that equivalent benefits will be made available to potential 
investors should any changes in the current program become necessary. 


The government is also concerned about the effect which recent labor 
disruptions might have on potential investors, as well as upon the 
government's overall economic program. A number of disputes, many of 
them unofficial actions, have troubled the labor scene since last 
summer. One intra-union dispute contributed to the closure of a major 
foreign investment late last year, and extended strikes have disrupted 
telephone and telex facilities and air passenger and cargo service. A 
government organized commission will review the labor scene and propose 
possible steps to improve industrial relations. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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